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On Oct. 30, following four months of debate, El Salvador's Legislative Assembly approved a bill to
pardon at least 93% of the outstanding debt held by beneficiaries of the 1980s agrarian reform. The
opposition parties in the assembly, which control 56 of the 84 legislative seats, passed the bill despite
firm opposition from the governing Alianza Republicana Nacionalista (ARENA), leading President
Armando Calderon Sol to threaten an executive veto. Last June, the Legislative Assembly set up an
ad hoc commission to study measures to either pardon or reduce outstanding debts held by owners
of small and medium-sized farms and cooperatives who had received land and credit under the
agrarian reform or as a result of the 1992 peace accords that granted land parcels to ex-combatants.
In 1996, the government had already discharged 70% of the agrarian debt, but after ARENA lost
control of the legislature last May, the opposition parties vowed to extend the pardon to cover all
outstanding debt (see NotiCen, 05/08/97 and 09/25/97). Legislative vote delayed because of ARENA
opposition In July and August, the commission carried out a complete inventory of the debts held
by the five state banks set up to manage the government's agrarian programs. After factoring in the
1996 pardon, plus other government debt-alleviation measures, the commission reported a total
of US$117.6 million in outstanding debts owed by about 75,000 farmers who either own individual
parcels or who are members of cooperatives.
In September, the commission which included representatives from all the parties in the Assembly
began debate on proposals to deal with the debt. Discussions progressed rapidly because all
opposition parties supported a 100% pardon, which they vowed to approve it by the end of
September. Nevertheless, the adamant opposition of ARENA generated heated debate in the
Assembly, delaying the vote by more than a month while some of the centrist and conservative
opposition parties opened negotiations with ARENA to avoid a possible presidential veto.
The talks did moderate ARENA's position somewhat. At first, ARENA would only agree to a partial
discharge, whereby debtors who owed less than 50,000 colons (US$5,688) would have their debts
erased, while those who owed more than that would receive pardons on a sliding scale of up to
75% of the debt. Given the unanimous opposition to that proposal, in mid- October ARENA again
modified its position to allow all of the country's cooperatives which account for US$51.1 million
of the US$117.6 million agrarian debt to receive a pardon on 85% of their outstanding loans. At
the same time individual debts held by the Fondo de Saneamiento Financiero (FOSAFFI) which
manages US$39.4 million of the total agrarian debt would be eligible for a 70% pardon.
All the remaining debt held by the other three banks would be completely discharged. According
to ARENA, these proposals would allow the government to collect about US$30 million of the
outstanding debt, while pardoning nearly US$88 million. Opposition-party bill would discharge
nearly 100% of debt Although ARENA's proposals were rejected outright by all the opposition
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parties, the talks fractured the unified support for a 100% debt pardon. The leftist Frente Farabundo
Marti para la Liberacion Nacional (FMLN) which made complete debt pardon a centerpiece of its
campaign in legislative elections this year held firmly to its position. But by late October, the center-
left Convergencia Democratica (CD), the center-right Partido Democrata Cristiana (PDC), and the
rightist Partido de Conciliacion Nacional (PCN) which together control 20 legislative seats offered
alternative proposals that would slightly lower the amount of debt to be pardoned.
As a result, on Oct. 30 the opposition parties passed a compromise bill that discharges just under
100% of the debt. The initiative authorizes all outstanding loans of less than C500,000 (US$57,000)
to be completely pardoned. For those with debts above that amount, 93% of their loans will be
discharged. The remaining 7% must be paid over a period of 12 years, with a two-year grace period
and an annual 6% interest rate. And, if those debtors cancel their loans in full within six months,
another 2% of the debt will be pardoned, giving them a discharge on 95% of their loans. "This
bill paves the way for reactivation of the agricultural sector in El Salvador," said Oscar Ortiz, the
FMLN's representative on the ad hoc commission. "To reactivate production, we have to wipe away
past debt and start over with a clean slate."
Apparently the fear of a presidential veto convinced the FMLN which controls 27 legislative seats to
support the bill, even though it pardons less than 100% of the debts. Although that compromise is
unlikely to deter executive rejection of the bill, it could help maintain opposition unity to override a
presidential veto, which is essential since the initiative was approved by only 51 votes. To override a
veto, all 56 opposition votes will be needed.
ARENA, private sector push for presidential veto
Rather than veto the bill outright, President Calderon could send the initiative back to Congress
with executive recommendations for changes. Since such recommendations can be approved with a
simple majority of 43 votes, ARENA could negotiate with some of the more conservative opposition
parties for a lower debt pardon. Nevertheless, President Calderon is under intense pressure from his
party and from the private sector to veto the bill outright, which so far he seems determined to do.
"I believe good judgement obligates me to veto this bill," said Calderon. "I can't make Salvadoran
taxpayers accept the burden of debt pardon for a minority of people who don't want to repay their
loans."
ARENA and the business group Asociacion Nacional de la Empresa Privada (ANEP) argue that
the pardon would thrust the government into a fiscal crisis. More important, they say it would
damage the financial credibility of farmers, discouraging private banks from loaning more money
and thereby undermining the goal of reactivating agricultural production. "Maybe the debtors will
wake up tomorrow happy that they no longer owe any money, but what good will it do them if they
also no longer have the resources to keep working because they have no more access to credit," said
ARENA deputy Orlando Arevalo.
The opposition parties, however, say the government's objections are ideological. ARENA fought
bitterly against the agrarian reform of the 1980s, and it has generally argued that the inability of
cooperatives to repay their debts reflects the failure of land-redistribution programs. If ARENA
accepts the debt pardon, it would mean endorsing the opposition argument that the civil war and
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adverse government policies have blocked the success of cooperatives. "In the end, the fight over a
75% or 85% debt pardon obscures the real debate," said Salvador Arias, a technical advisor to the ad
hoc commission. "These positions are being adopted for political reasons." Meanwhile, campesino
organizations are pushing the government to approve the bill as is.
On Nov. 6, hundreds of campesinos, grouped in the Frente Agropecuario Salvadoreno (FAS),
demonstrated in front of President Calderon's office in favor of the law. "We demand that the
government immediately sign this bill and allow small farmers and agricultural cooperatives
a chance for economic recovery," said FAS head Miguel Aleman. [Sources: Inforpress
Centroamericana (Guatemala), 10/24/97; Notimex, 10/22/97, 10/23/97, 10/30/97; Reuter, 10/31/97,
11/06/97; Prensa Grafica (El Salvador), 09/22/97, 09/27/97, 10/01/97, 10/02/97, 10/07-09/97, 10/13/97,
10/16/97, 10/22/97, 10/23/97, 10/25/97, 10/28-31/97, 11/01/97, 11/02/97, 11/06/97, 11/08-11/97]
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